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~ I, Christopher E. Platten, say:

y 1. I am one of the attorneys for plaintiffs Robert Sapien, et al., Teresa Harris, et

3 al, and John Mukhar, et al. who are or were members of IAFF Local 230, IFPTE local 21

q and Operating Engineers Local No. 3, respectively, unions representing employees of the

5 City of San Jose.

g 2. I represented the International Association of Firefighters Local 230 in a

~ binding interest arbitration proceeding pursuant to San Jose City Charter, Section 1111

g with the City of San Jose which took place in June 1997 through the end of 1997. In that

g proceeding George Rios of the San Jose City Attorney's office represented the City of San

to Jose.

17 3. I was present at a hearing which took place before the interest arbitration

~z panel on June 5, 1997, in which Mr. Rios made the following statements concerning the

73 1961 Police and Fire DepaAment Pension Plan:

qa • Page 2421 - 25:12

q5 "Just a word or two about the Police and Fire Department Retirement

7s Plan.

q~ The existing plan is an excellent retirement plan for its members. It is a j

~g defined benefit plan, which means that the benefits will be given to the

~g employees.

Zp It will be given to the employees even if the amount of money that is

p~ contributed by the City or the employees is not enough and is not available at

py the time that the benefits must be paid. The City will cover those costs if, in

yg fact, that were to happen, and hopefully that never will happen.

pq The plan specifically provides that with regard to prior service costs, if

yg there is a new benefit granted, and that there is a prior service cost wikh

pg regard to that benefit, that the City must pay the prior service cost 100

p~ percent.

P8 The City is required to pay at least eight-elevenths of alt current
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service contributions.

• Page 26:4-16:

Retirement benefits are not like other benefits. They are not like

wages. They are not like increased sick leave. They are not like increased

vacation days or uniform allowance, and they are not like those benefits,

because retirement benefits, once given, can never be taken ~ [sic]. ThaYs

not quite absolutely true, because there are some ways to take them

[sic], but you can take them away only if give [sic] a comparable benefit.

So once a benefit comes into the retirement plan, it becomes a benefit,

then iYs there, or you're going to have to give them something else in return

later on thaYs comparable to that, so for all practical purposes, it's there

forever."

Attached hereto as Exhibit 1 are the front the front pages of pages 24 to 26 of the

transcript of that hearing which accurately reflect Mr. Rios's statements.

4. In that same interest arbitration Mr. Rios filed with the interest arbitrator and

served my office with a copy of the City's Opening Brief in which he made the following

statement:

• Page 2:10-16

"Unlike other employment benefits, such as salary (which may be

linked to inflation or the consumer price index), retirement benefits in a

defined benefit plan are not subject to the fluctuating economy. Once a

retirement benefit has been installed in the retirement plan, the employee

who meets the eligibility requirement has a vested right in the benefit upon

retirement and it generally cannot be removed from the plan unless a benefit

of equal or greater value is given. Betts v. Board of Administration (1977) 21

Cal.3d 859; Valdes v. Corev (1983) 139 Cal.App.3d 773."

Attached hereto as Exhibit 2 are copies of relevant portions of that Opening Brief.
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~ 5. In his Closing Brief in the same interest arbitration Mr. Rios set forth the

y following:

3 . Page 2:20-21

4 "The City is obligated to the huge risk of this defined benefit
5 plan and being solely responsible for prior service costs, ..."

Attached hereto as Exhibit 3 are copies of relevant portions of that Closing Brief.s
6. In a subsequent brief after the arbitration panel awarded its decisions Mr.

Rios filed and served another brief in which he stated:
8

• Page 1:23 — 2:4
9

"U~der the Plan, benefits are funded by contributions from both the
10

City and the members. Member contributions (excluding those for medical
11

coverage) consist solely of 'current service' costs; City contributions consist
72

of 'current service' costs and also 'prior service' costs. Section 3.36.1520 of
13

the San Jose Municipal Code provides that 'current service' costs 'shall not
14

include any amount required to make up any deficit resulting from the fact
15

that previous rates of contribution made by the City and members were
76

inadequate to fund benefits attributed to service rendered by such members
17

prior to the date of any change of rates,....' Costs related to service rendered ~'
18

prior to the date of any contribution rates changes are allocated to 'prior
79

service' costs which are borne entirely by the City (San Jose Municipal Code
20

Section 3.36.1550)."
21

Attached hereto as Exhibit 4 are copies of relevant portions of that brief.
22

7. In a separate binding interest arbitration pursuant to San Jose City Charter,
23

Section 1111 between Local z30 and the City of San Jose, I attended an arbitration
24

session on June 5, 2007 representing Local 230. Attorney Charles Sakai represented the
25

City. In that hearing Alex Gurza, Director of Employee Relations was asked by the City's
2s

Attorney to explain what the SRBR fund (part of the pension plan) was. He outlined what
27

an SRBR was. He then concluded by stating "so that is an additional benefit that our
26
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~ pension provides and it was added in 2001." Mr. Gurza also confirmed that the City was

2 the guarantor of the pension fund benefits. Attached hereto as Exhibit 5 are true and

3 correct copies of relevant portions of the court repoAer's transcript of the proceedings on

q June 5, 2007 which accurately reflect Mr. Gurza's testimony (pgs. 166722-1669:5; 1283:2-

g 22)

6 8. In December of 1990 I represented IAFF Local 873 (subsequently renamed

~ Locai 230) in a binding interest arbitration with the City of San Jose at which the City

g presented testimony of Steven T. Itelson, a consulting actuary to the San Jose Police and

g Fire Retirement Board from 1983 to the date of his testimony. In the course bf his

~p presentation he testified as follows:

~q . Page 81:15-82:5

qZ Q: "There has been some discussion here, which you may be able to

~3 improve upon, as to the ratio of contributions between the City and the

qq employees and other factors that somehow determine what the ultimate

~5 rates are by the City and the employees. First, will you describe the 8-to3

7s ratio? What is it and how does it work?

~~ A: The interpretation of the City Code that we were given was that

~g "current service cost" meant the cost of the Plan for new employees or

qy new participants, and that cost was split in a 8-to 3 ratio. But contributions

yp at that level in the future, together with the assets at that point in time,

2~ would not cover the cost of all the benefits. This is the so-called unfunded

pp liability. Whether it is called USVP or UAL or some other actuarial term,

Zg the City is fully responsible under the Code for payment of that unfunded

yq liability."

p5 Attached hereto as Exhibit 6 are copies of a partial transcript of his testimony.

yg 9. In the spring and early summer of 2011, I represented IAFF Local 230, IFPTE

q~ Local 21 and OE Local 3 in negotiations with the City of San Jose. As a result of those

2$ negotiations each of these unions sustained on behalf of their members a 10% reduction of

.ri
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~ pay for two years.

y 10. I have personally represented IAFF Local 230 and this haw firm has

3 represented Operating Engineers Local Union No. 3 since 1981. I also have represented

q AEA IFPTE Local 21 since its recognition by the City. During that period of time I have

5 been personally aware of various changes. in the 1975 Federated City Employees

g Retirement Plan and the 1961 Police and Fire Department Retirement Plan. During that

~ period of time there have been no material modifications made to either plan which either

g increased employee contributions or decreased benefits other than modifications that

g .followed the meet and confer negotiations with the employee unions pursuant to the

~p Meyers-Milias-Brown Act (Gov. Code §§3500 et seq.). During that period of time, the City

11 extended to pre-existing retirees many of the pension benefits enhancements negotiated

qZ by three unions for active employees, including for example, payments from the

73 Supplemental Benefit Reserve Funds, COLA's and others. The unions negotiate pension

~q benefit enhancements for active employees and challenge by grievance arbitration or

q5 lawsuits City actions which breach contract promises for pension or other post retirement

qs benefits to retired union members.

~~ 11. Attached hereto as Exhibit 7 is a true and correct copy of a Memorandum

qg from San Jose City Manager Leslie R. White dated November 9, 1990, which was

79 circulated by the San Jose Fire Chief Robert Osby to San Jose Firefighters in November,

yp 1990. In the memorandum on page 2 Mr. White states, "When the cost of providing

y~ benefits goes up and the benefits must be paid for, the City pays 100% of the unfunded

Zp liability (the amount not covered by contributions)".

yg 12. I filed unfair practice charges with the California Public Employment Relations

Zq Board (PERB) on or about June 4, 2012 in Case No. SF-CE-969-M on behalf of IAFF,

y5 Local 230 and on or about August 31, 2012 in Case No. SF-CE-996-M on behalf of IFPTE,

yg Local 21 alleging on both that the City of San Jose had not bargained in good faith to

y~ impasse before placing Measure B on the June, 2012 ballot. On or about March 8, 2013,

p8 PERB issued complaints on both charges finding a prima facie showing that the City had

6
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~ failed to fulfill its bargaining obligation on Measure B, under the Meyers-Milias-brown Act

y and the decision on Seal Beach Police Officers' Assn v. City of Seal Beach (1984) 36

3 Cal.3d 591. (See RJN No. 2)

q I declare under penalty of perjury that the foregoing is true and correct. Executed on

5 May ~, 2013, at San Jose, California.

6

G~vt'~. ~. ~j~
$ Christophe . Platten
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za
1

MR. RSOS : ZP you'll justZ give me a minute.
3

ARSSTltATOR SflC,~ig: Sure.4
MA. RIOS:, I'1? go ahead aad5 make an opeaing at this time.

6
ARBITRkTOR 89CUE: Okay.~

OPENING STA2EM@NT ON SEfiALF OF TR8 CITYg

MR. RSOS: Rirst~ol all, ig apuld like to start with the issue o£ Ghe Yact chat the10 City is not making asp ability-to-pay arg~yment.~y Arid is that zegai4, I would just like io note that11 there is fairly clear authority thaC the fact that we are13 nor making an ability-to-pay argument i~ not the14 detexmiaative factoz in flecidi»g whether benefits should15 or shwld not be granted.
~6 The Arbitration Soard ie, zequire8 to look at the17 partieular beae£it Chat ia~xought and to detezmine with18 regazd to all oP the factors in deciding xhether or not to

1g grant tbat particular benefit, whether or not that benefit
yo is justitiea aad Ss warranted..
z1 Sust a word or two about the Police ~ pitsyz Department RetiremenC Plan.
Z~ The exietiag plan ie an excellent t¢tirement plan for
24 its members. it ie a defined benefit plan, which means
a5 that the benefits will be givEa to the e~loyees.r' 26 It ioill be given to the employees even if the amount

*+*J. J. REpORT7D4C, SSRYiCBS*+w
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of money that is contributed by the City or the employeesie rwe ecough and is not available ac the time that theBenefits moat be paid. The City will crn~er thane costsif, in tact,. that acre to Jaapgea, and liopefuliy that nevervial happen.

the pian sgeciffcally provides that with regard toprior service coats, if there ie a new benefit granted,and thaC Chere is a prior service cost with regard to thatbeneE3t, that the City must pay the prier service.coet 100percent'.

Trie City ie required to pay at least eight-eleventhsof all current sexvice contributions.
I find it Verydi£ticult to believe that Mr. Tearsaatcan say that there may be a point that the City would nothave to pay any contzibution. Vezy difficult for me thebelieve that, but be that as it may.
Anothez point about L•he retirement system, sad thatis the retirement system ie already set up to deal withinflation, If there are high inflation years, the Citysalaries are going to increase.

Their benefits at retiraxaC axe bae~ upon finalaverage salary, so they are going to get $thing basedon their salary at the time They retire, not based opentheir salary now aad~what they're ecntritrutim~ nom, unlacenew is the point that they're goYng Eo rat;re,
In addition, the City•a plan bas a 3 percent coat of
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iiving increase maximum Eor retirees, based on theconsumer price index, that is also nvailbble to deal withinflation after they retire.
Retixement.beaefita are~not like other benefits.They are Aot like xagea. They are s[et like increased sickleave. They are not lfke increased vacation days ozuniform allowance,, and they are not like those benefits,pecause retiremeaC benefice, once given, can never betaken way. Thetis not gµite absolutely tnyc, becausethere are some ways to take them way, but you can take -them away only SP give a comparable benefit.So once a benefit cornea into the retirement p1aA, itbeoomes a benefit, then it's there, or ypy~re going tohave to give them something else in return later on that'scomparable to that, so-for ail psactical purposes, it•sthew Forever.

Other benefits, for exa~le, wages, if we were tohave a catastzophe and nor have the money to pay a certainwage level of our employees, thoce beneEiGS could bereduced. So retirement benefits are Yeally a muchdifferent animal, a difPeseat kind of benefit.And because ae are negotiating retirement benefitsand their vested benefice, this arbiEtation really isabout how much more are we going to g3vo1
It ien•t about, yon know, a give-aad•~~e process,ie the City .going to get ver~s what an
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1 q~p, (See Exhibit °A", Brand Award, pages 8-9,~) Moreover, according to the Brandp Award, "[tJhe quantum of proof necessary varies w8h the impact of the proposed9 change, the cost (or savings) associated with the change, and factors which mitigateq (peke co&ts or saWngs". (Exhibit'A", page 6:) ~urtfier, Brand statetl that "[t]he greater5 the magnitude arW unmftigated cost of a proposed change, the mote proof r~edessary to5 justify the change". (fixhibit "A", pages 8.9.) Due to the magnitude of several of the7 ch8nges in the retirement benefits advocated by the UNIONS, the burden of proof ong these issues must be~carefuity weighed in this mattes

9 3. Retirement benefits Are Unique And Must Be Carefully Considered.10 Untike other empioyment benefds, such as salary' (which maybe linked to11 inflation or the consumer price index), retirement benefits in a defined benefit plan are1z not subject to the fluctuating edonomy, Once a retirement benefit has been installed in13 the retirement plan, the employee who meets the eligibility requirements has a vested19 right in the benefit upon retirement and it generally cannot be removed from the plan15 unless a benefit of equal or greater value is given. Sens v. Board of gdministration16 ~1977~ 71 Cal.3d 859; Valdes v. Corey (1983) 139 Cal.App.3d 773. Tfierefore,1 ~ retirement benefits must be awarded cautiously, When budgetary cortsttaints require, a18 p~bj~~ agency may choose not to raise salaries (or even to decrease salaries if19 necessary)• However, such cost-curiing.measures cannot similarly be undertaken with20 respell to retirement benefits. Thus, a retirement plan that is blindly generous to21 retirees could effectively cripple the CITY's budget in the event of an-economic22 dowrtWm.

23 g, The UNIONS Should Not Be Awarded Any Cost Benefits.
ZQ in connection with prior negotiations between the CITY and the UNIONS,25 including recent negotiations over tfie regular (non-retiremerA) Memorandum of26

2~ ' Pursuant W Christopher Plalten's IeHer of September 5, 1B97, the UNIONS have no uyJe~ypp to Me26 
submission of the Norman 9rend arbttreGon award as en adtliUonal exhibit in these prose¢dings. Theaward is attached hereto as ExhibN "A'.

i
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1 condition of the Cigr. However, as discussed in detail (n the CITY's Opening Brief (atZ pp. 71.12), Mr. Lowman did not take an actuadatly-spund approach in arriving at his3 concluBfOne. 8tiefly stated. in arrtvi~ at his ~nduaion that the CITY's coMributlon rateq wiN go doNm byup to 6% fbilowing the next valuation, Lowman relied pdmadly on the5 risky aN! epACUlative pra~ke of consiiie►ing only one factor, i.e. predkted (nvestrnentg returns. ~ Johnson tesHmorry, Vol. IV, p. 93.)
~ Therefore, desp(te the UNIONS' charectedzation, Mr. Johnson clear{y does notg "essentialty concur° with 4owman's assessment regarding future contribution rates. The'9 UNIONS cut and paste" Mr. Johnson`s testimorry to serve their purposes. The lull textl0 of the ptlAfon M Mr. Johnson's testimony quilted by the UNIQNS is contained in Table 1ii ' attached hereto• This ta61e sew forth numerous instances In which the UNIONS have12 mtscharacterized the evidence in this matter.

13 In any evert, the contribution retes are independently set by the Retirementiq Board, not by the CI1Y, and will only be modified based on a full actuarial valuation of15 all relevant factors 6y the Retirement Board's own actuarial fib, (Overton Testimony,16 Vol• ~~~~ P• 129~8'~2~ ~ 10, pp. 14-15; Johnson Testimony, Voi. N, p. 94;10-t2J17 Wth respect to the CITY's past contribution rates, the UNIONS misstate the1B fs~ts. The rates were increased in 1992 — (a mere 5, as opposed to 15, Years ago).19 (~ 9a•1 further, the CITI"s unmatched payments for prior service costs for the fund2p exceeded 545,000,000 through 1990. (C 10.) The CITY is obligated to the huge dsk ofZ 1 this defined benefit plan and being solely responsible for pr{or service costs, with noz y concurrent risk undertaken by Its members, thus it is understandable that it is the CITY,Z 3 t~ro~gh reduced prior service eost payments, that gets the credft of any aatuartal29 surplus genereted by the Pian. (See Kagei Award.)
25 Biota file CITY acts as a guarantor to the Retirement Plan M ensure the beneftts .26 to the memtiers in good times and in bad, the current value of Plan assets are at aqp p relevant to the issues before the Arbitration 9oard.

1 28'
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¢ Tetepn ne (aoaj 2~i-5a~a~sa
S pttomeys for CITY OF SAN JOSE

6

8

9

16

11

12

F RE RET REMEN~~BE 
EFI~TSCE AND CITY OF SAN JOSE'S OPENINGBRIEF RE: CAST OF RETROACTIVEFUNDING OF THE 80°k FINALAVERAGE Sq~gRy g~NEFIT

~. INTRODUCTION
13 in the Decision of the Board of Arbitration dated Novemb@~ ~7~ X997, a majorityi4 of the Board accepted the Unions' propdsal to increase the maximum benefit payableis from the Police and Fire Department Retirement Plan (the "Plan"), The Board awarded16 an increase from 75% of finai average salary ("FAS") to 80°h of FqS retroactive for aili7 persons who retired on or after February' 4, 1996.

is Under this award, a0 Plan members who retire between February 4; 1996, andi 9 the effective date of the Plan amendment implementi~ the benefit increase will be20 eligible to receive a higher retirement benefit. F{owever, the passage of more than two2i years between those two dates will result in inequitable funding otthe retroactive2 z ~ aspect of this benefit.

2a Untler the Plan, benefits are funded by contributions from both the City and the2a members. Member contributions (excluding those for medical coveragg~ co~~ solely25 of "cuRent service° costs; City cpntribuHons consist of "current sen~ice° c~s~ end also'6 "prior service" casts. Section 3.36.1520 of the San Josh Municipal ~~e provides thatz ~ "current service" ~Sts'shaii not include any amount required to malts up any deficit2 s resulting from the fact that previous. rates of confitiution made. by the City and members



1 were inadequate to fund benefits aHributabie to service rendered by such membersZ prior to the date M anY change of rates, .:. " Costs related to service rendered prior to3 the date of arty ~Mribution rates charges are alfoceted to "prior service* costs which4 are borne enNrery 6y the City (San dose Municipal Code Section 3.36.1550). ,g Because Plan members will not have made the "cuttent service° contributions6 they would have made had the benefit increase and cottesponding contribution rate~ increases been in place as of February 4, 1998, those costs will be shifted to the Ciry,g unless an alternative funding mechanism is made a part of the award. According tog the actuarial study (which is based upon the 1985 City payroll), the contributions1 o members would have made during this almost hvo year period is approximately11 $gp0,0~0. The total amount of these unpaid contributions increases as the period1z between February d, 1998, and the effective date of the benefit enhancement13 lengthens. Thus without a~ alte~gativg fundin~,mechanisrt~; t~~ City will pay a.ly disproportionate share. of the cost;attributable to the retroactivity of the benefit ,_15 Therefore, the City requests that the Board Include in the award a provision thatlg the amount of the contributions That would have been made by the members had the17 80°h of FAS benefit been implemented and the contribution rates adjusted as ofle Fe4Nary 4, 1996, be borne by the members and not included in the City's prior service19 contribution rate, and a provision that the Plan amendment iMplemenGng the 80% ofzo FAS benefit so provide. 7Yr~ ar~i~sGh~t?3~5' ~ t~SF5~ti3iP~'i~('.~ye 8ete~ on qtyzl aotci~[ial,k?1s~s.andbeamor#iz~d-wvertherem~n~ng,8mortiza3~onpp~riodlgrtpqP~or~

z 3 As discussed in detail below, the proposed clariRcation r~9arding the retroactivity24 of the proposed benefR corteets a fundamental inequity and is supported by the25

~ 26
Thfs figure is derived Ey rtwltipNing 5109 mi111on (1895 paytol~ end .27 (emp~oy~~ ~ ~ q~ 80% fAS

27 ye~{~) and then multiptying the sum by two yeas (tNe retroactive period)• The employees' Dort of qie
8Q% FAS appears on Joint Exhibit 9. It should 6e ~roted that the CITY's peyrpp yg pow, of course, higher

28 than the 1895 payroA and, as a resuR, the actual ti8ure is higher Ulan 5600,Opp,
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1 opposed to two-percent COLA. Are there ocher benefits
3 that son Jose of fera to people upon retirement?
3 A. Yee. Our retirement plan, agaitt, It ~e not like
4 PSHS, eo it hoe other issues. There'e, obviously,
5 our -- our retiree medical ie part o£ our plan.
5 Thexe's also, like you mentioned, the
7 three percent guaranteed coat of living, whieh, again,
e ie not the etandaYd-.

g And the other additionalbenefit that ie part
10 of the police and fire plan is what we call a
11 "supplemental xetisee reserve £und.^ And there are
12 hand-outa that deacrlbes that, that benefit.
~3 MR. SAICAI: And this, T believe, ;e ~~C-26.^
14 THE ARBITRATOR: Right.

15 Marking as City Exhibit C-26, a packet of
16 documents, the Eizst page o£ which ie a memorandwa dated
17 December 4, 2001, addressed to the ma}ror and the c1Gy
18 council.

lg (City Exhibit No. 26-C was marked for
20 identificat4on.)

p7, Q. 48Y t+at• SAxAT): And, so, what ie the
22 supplemental retiree benefit reserve9

23 A. Well, it~e a little complicated to explain.
2g The memo should -- doea describe. it.
25 ZE ie a program that was added to the police
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1 and fin plan. They actually have it in the Federated
2 plan, which is our other pen6lon plan for non-sworn
3 t~loyees.

~ This one £vacCione a little different, but
5 eeaentially it takes funds in the retirement plan, moves
6 them to what's called a fun8, and what it was -- trying
7 to be brief about it -- if the fund carne more than the
B actuarially-assumed rate, eo right now lets say it~e
9 eight percent, and the £und earns 10, it 'takes

10 10 percent of that excess and mouse it to this
11 supplemental retiree benefit reserve.

12 THE ARBITRATOR: We talked about this before.
7,3 THfi WITNESS: I don't know if maybe .Tohn Bartel

~ 14 mentioned it.

15 THE ARBITRATOR: YeB.

16 TBE tQITNESS: So what it actually ~oy8, the
17 first --

18 THE ARBITRATOR: It s a savings plan,

19 THE WITNESS: Well, not a savings plan. it
20 takes part of what the fund asseEs are, moves it there,
21 and then the second memo describes the way that its
22 distributed to retirees.

23 so it ends up, in come planes, in come pension
24 plane, it's x'eEerred to ae a 7.3th check.

25 In other words, ~if there~e funds available to
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1 be distri6utefl, it' e based oxt socae formula that usually
a takes into account years o£ service and hav long. you~ve
3 been retired. And then cute you a separate clseck.
4 So that is ari additional benefit that our
5 pension-plan provides., and it sae added in in 2001.
6 ~ MR •. SAKAI: And, Madam Arbitrator,, cognizant of7 the time, we're abouC five minutes ~ti1 we hit a good
B breaking point.

9 THE ARBITRATOR: Okay.

10 Q. (By MR. SAKAI): Looking at this Slide 20, what33 is this?

12 A. This ie -- Lecause we do have a proposal on
13 sick leave payout, we wanted to demonstxate what our~ 14 average sick leave payout and vacation payout is,
15 because they are paid'out at the time of retirement.
16 So the top one is avezage sick leave payout.
17 It shows it by rank, and then it shows the average sick
18 leave payout that~a paid out at retirement.
19 So if you look at battalion chief, you~ll look
20 at-the average in 2002 ie 44,000. Then in 2003 it was
21 104.

Zy Again, why do yw see such variations➢ It ~e
y3 going to be because o£ the numher of battalion chiefs.
24 ,it~a a smaller rank, how many retired that parGiculas
y5 year, and what their average sick leave pay~t ie.
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THB WITNESS: Sure.

Tfffi ARBITRATOR: And, [o, there ~e no aeparnte
contribution that gcee beyond the origi:ial Euade Yhat
went in there, ae I underetanfl.

TFR: WITNESS: But, the City is a guarantor o£
last resort, which is important to remember in a pension
fund.

t9hen you have a defined pension plan, Iet ~a say
the funds are not managefl well, and let s say we're not
at 100 percent, but we follow the track of a Sen Diego..

The City ie very well-aware that if something
happens to the pension fund, 1t~a not managed well over
a period of years, whSch i£ you look at San Diego,
that`s what happened.

They were funded relatively well, and in a
several-year period of time, significant things
occurred. And -- but, the City is the one who has Co
guarantee that Che checks will ba cut, regardless.

So it's a very lmportattt thing that we aiwaye
remember. That it is a guaranteed benefit, that the~~
City ie the one that has to guarantee will y~ paid,
zegardlese of, fund performance.

Q, (By NIIi. PLATT6Dt) : ~ The SRBR 18 sot a guaranteed
benefit, is it3'

p, No,-1t'~s riot.
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Itelson.

STEVEN T. ITELSON,

called as a witness by the City, having been ewocn by the

Reporter, was exami~ned~ and testified as follors:

DIRECT EXAMINATION

Q. [Sy Mc. Whitmdce] Would you please state your name

for the recd rd7

A. Steven T. ItelBOn.

Q. Would you spell your last name, please?

A. I--t-e-l-s-o-n.

Q. And what 3s your present occupation?

A. I am a Consulting Actuary.

Q. And for whom do you work?

A. Milkman and Robertson.

4. Piioc to that, where were you employed?

A. Martin E. Segal Company.

Q. while employed by Martin E. 6ega1, did you do some

work for the San Jose Police and Fire Retirement Fund?

A. Yes. From 1983 until May of this year

MR. PLATTEN: Excuse me.

Could you please speak up a little bit3

THE WITNESS: Yes.

From 1963 until May of this yea[.

Q. [By Mi. Whitmo=e] Mc. Itelson, earlier we had

Bever al references to memos beating you= name when we were

ELISABETH BLAKE
CHRTIi IEC SNORTNIHO R[YOIITEN

<4CEH6E NO. C9~I11
111M ~111N L16f0. f.111Cp~M1•
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reviewing exhibits. Were you the author of Yhoee memos?

A. Yes.

Q. with regard to the Police and Fire Retirement Fund

in San Jose, can you describe generally what your duties

were with respect to that Fund?

A. Ye6.

My duties primarily were to perform bi-annual

actuarial valuations to determine contribution Cates, and

also toceview experience to set new assmnptions on which

to base the contzibution rates. Zn addition, there were

other areas of consulting related to the Retirement

Program.

Q. With regard to the contLibution =etas, what was your

role with regard to the setting of the rates?

A. I would zecommend contribution rates based on a set

of assumptions and actuaci al methods based en the

participant data and financial data that we weze provided,

the plan of benefits and the applicable City Code sections

as I understood them.

Q. And that would come in the fozm of a recommendation

to the Retirement Board?

A. Ye6, it wOUld.

Q, Then what would happen to the recommendation?

A. The Retirement Board would vote on that

recommendation.

ELIZFBEfH BtANE
CERTIRIEC SNORTN~MD 0.E~ORTE0.
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happen to that =ecanmendation to the Retirement Board?

Was it adopted?

A. In 1485. yes. In 1983.yes.

Q. And what action was taken to do that--a vote of the

Board?

A. I am not really certain. I think the Soacd voted.

Q. Were the contribution rates for both the employees

and the City put into effect after your recommendation and

whatever action was takenP

A. YES.

4. With xegazd to the employee rates, to your

,knowledge, was the=e ever a different rate for Police

employees than for Fize employees?

A. Not to my knowledge. Not since 1983..

Q. These has been some discussion here, which you may

be able to improve upon, as to the ratio of contributions

between the City and the employees and other factors that

somehow determine what the ul[imate rates are by the City

and the employees. First, will you descclbe the 8-to-3

ratio? What is it and how does it work?

A. The - interpretation of the City Code that we were

given was~that "current service cost• meant thecost of

the Plan fox newemployees or new participants, and that

cost was split in an 8-to-3 ratio. But contributions at

that level in the future, together-with the assets at that

ELIZFBETX BLAKE
CERTIFIED SXORTM/.NO PEFONTF0.

ILI CFM6! XO. G~I~Vf
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point in time, Nould not cover the cost of all the

benefits. This is the so-called unfunded liab111ty.

Whether it is calle8 USVY or tlAL oc some other actuarial

term, the City is fully responsible under the Code for

payment of that unfunded liability. -

Zn 1984, retiree medical benefits were added to the

Plan. My understanding is that the parties bargained to

split that contribution rate 50-50. A hytrid funding

method was adopted called ten-year, tolling-term funding.

This methodology is unique.. Most retiree medical

plans are not funded. They ace paid on apay-as-you-go

basis. This methodology gave partial funding artd ref legit ed

the fact that the benefits axe bargained and do change

f com time to time.

- In 1985, effective 'for 1986, somewhere in that

period, a dental plan was also adopted. The ep1iY of the

contc3butions there, which was .25 to .08, was done

primarily, I.believe, to recognize that the employee rate

would have dropped by .OB. Therefore, it was most

convenience to split it with the employees only paying .OB

and leaving their contribution as~it stood.

nental is funded on the same rolling ten-year-fund

basis as the retiree medical.

Q. As Z understand it, you have described three

different ratios or relationships between the City and the

ElIZ118EfH BLAKE
C6NTIFIED SMORiXAMO XEP00.TEN

ILICENEE HO. C4~1l1
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